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March 29th, 2021  

 

Time to grind… 

Last week marked the one-year anniversary of 

the lows in global equity and credit markets 

during this century’s version of a global 

pandemic.  And what a sell-off it was, with the 

S&P 500 declining roughly 35% inside of six 

weeks with little certainty as to when and 

where it may stop.  Well fast forward 12-

months, and I’m not sure anyone would have 

guessed that the asset reflation we’ve 

experienced would have been as swift and 

robust as has played out.  After all, we are 

talking about an S&P 500 that has rallied 

more than 50% off the lows of March 23rd, 
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2020, and all major U.S. equity indices have 

made new all-time highs in the aftermath.  It 

just goes to show you how impossible it is to 

predict the future, and how reality can be 

every bit as exciting as fiction.   

 

Enough about the past, and on to the present, 

where analysts like myself attempt to glean 

some insight from both to inform our decision 

making about how to best position capital for 

the future.  To kick off the week, capital 

markets are digesting the news that broke over 

the weekend that a large family office 

(Archegos) is in the midst of a large unwind of 

its positions – an event that in the post-

Lehman era creates a ‘who’s next?’ paranoia.  

Time will tell whether this is a lone wolf 

situation or if there is still collateral damage 

that has to work its way through the system.   
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Beyond that, what has been catching my 

attention of late is the expanding list of 

divergences and disconnects playing out 

within the capital markets.  Even despite last 

week’s rally to new highs in the S&P 500, 

both the Emerging Markets and U.S. Small 

Cap indices have been meaningfully 

underperforming of late.  We have the broad-

based Emerging Markets index down more 

than 8% from its high reached in mid-

February and the Russell 2000 Small Cap 

index down about 7.5% from its mid-March 

all-time high.  The Chinese stock market is 

underperforming the global benchmark to an 

extent we have not seen since 2016, and let’s 

not forget that it was China that was the 

hottest economy on the planet and the first to 

come out of the pandemic last 

Spring/Summer.  Chinese policy makers have 

been pulling back on stimulus in an effort to 

reign in excesses and froth, and there just may 
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be a useful observation in seeing what has 

happened to their markets following a 

withdrawal of stimulus (see chart below of 

China’s credit impulse rolling over). 

 

 
 

Undoubtedly, this could be nothing more than 

healthy corrections in the midst of an ongoing 

bull market, but they are definitely 

divergences that historically have represented 
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warning signals that the coast is not ‘all clear’.  

This is not me saying “a crash is imminent” or 

that “the bull market is over”, it’s merely just 

cautionary signals that corrective action is 

underway and investors should be prepared 

for more volatility and two-way price action in 

capital markets.  In its simplest form, what I 

take away from the recent change of 

complexion within markets is that the one-

way directional move higher in risk assets 

over the past twelve months has run its course.  

That doesn’t mean that the party is over, but to 

me it implies that the low hanging fruit has 

been picked and from here on out, 

compounding is going to be more of a grind 

than the free ride it has been over the past 

year.   

 

Let the below chart serve as another example 

of yet another change of character within 

markets, as the ratio of the Consumer Staples 
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sector relative to the S&P 500 has recently 

broken out to the upside from a fairly 

pronounced downtrend over the past twelve 

months:   

 

 
 

All of these subtle disconnects are worth 

watching to see how they resolve themselves 

over the ensuing weeks and months, as they 

represent ‘particular’ things at ‘particular’ 
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points in time that potentially indicate cracks 

starting to emerge in the reflation trade.  Not 

to mention that the DXY dollar index is 

attempting to breakout as it is quietly up 4% 

on the year.  Recently it pushed through its 

50- and 100-day moving averages and is in the 

process of pushing above the 200-day. 

 

If it does come to be that a sustained period of 

appreciation in the dollar index is underway (I 

still have my doubts, but I’ve become much 

more open minded to changing over the last 

several years), then investors should expect a 

reversal in commodity prices and as such, a 

reversal in areas of the equity market tied to 

them (materials, industrials, and energy).  

Emerging markets would likely continue to be 

weak, as would the high yield part of the bond 

market given its large exposure to the energy 

sector.  Conversely, beneficiaries of a stronger 

dollar would be the consumer discretionary, 
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financials, and communication services 

sectors of the U.S. equity market, and to a 

lesser degree, the interest rate sensitive / 

defensive sectors – real estate, utilities, 

consumer staples, and healthcare.  Developed 

markets with less exposure to commodities 

would also fare better, i.e., Europe and Japan.    

 

As for recent incoming economic data, last 

week’s initial jobless claims number was good 

news as they took a big drop (interpret this as 

less people filling for benefits) from 781k to 

684k for the week of March 20th.  This was 

well below the consensus estimate and 

represented the lowest reading since the 

pandemic began.  The backlog of continuing 

claims declined sharply as well to 3.87 million 

from 4.13 million, and this too was the lowest 

reading for this metric since March of 2020.  

Granted, both of these levels remain well 

above the peaks of prior recessions, but the 
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improvement of late is encouraging and 

strongly suggests that the labor market is 

healing.  As a result, expectations are high for 

this Friday’s nonfarm payroll report with 

economists forecasting a +643k increase in 

jobs (following a gain of 379k in February) 

and for the unemployment rate to fall to 6.0% 

from 6.2%.   

 

What is becoming more interesting of late is 

the willingness of investors to look beyond 

any near-term negative developments or data 

because they are all in on the full re-opening, 

herd immunity, massive stimulus, and huge 

economic boom that is supposedly right 

around the corner.  While I don’t think this 

thesis is necessarily wrong or that investors 

should not be positioned in a manner to take 

advantage of this scenario, I do think the 

consensus view has lost some context for just 

how deep of a hole the real economy is trying 
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to crawl out of.  Investors seem to be so 

blindly focused on the reflationary hype that 

there has been nary a reaction to the fact that 

the last four major economic data releases 

(retail sales, industrial production, housing 

starts, and existing home sales) have all been 

terrible, with all declining sharply month-

over-month and all coming in well below 

consensus estimates.   

 

I heard a strategist on CNBC last week trying 

to make the point that as long as the incoming 

data continues to exceed expectations that the 

cyclical trade still has legs.  I don’t refute his 

thinking, but I do dispute his interpretation of 

the facts that economic data continues to 

exceed expectations – because one look at the 

chart below from David Rosenberg on the 

month-over-month reading of most of the 

economic data reported in February – where 

all these metrics declined – really calls into 
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question the forthrightness with which one is 

conveying their view.  

    

 

Look, I am not trying to upstage anyone here, 

but it’s no wonder casual investors and market 

observers have a difficult time deciphering 

what is really going on in the economy and 

markets.  The common assumption is that the 

economy is ripping (and in some places it is) 



The articles and opinions in "Capital Market Musings and Commentary" are for general information only, and not intended to provide specific investment advice. 

Performance, dividends and other figures have been obtained from sources believed reliable but have not been audited and cannot be guaranteed. Past 

performance does not ensure future results. Investing inherently contains risk including loss of principle. Corey Casilio is a founding partner of Casilio Leitch 

Investments, a legal business entity. Advisory services offered through Casilio Leitch Investments, a CA State registered investment advisor. 

 

because the stock market is at all-time highs 

and Uncle Sam is doling out freebies like they 

are going out of style, but little do they realize 

that economic momentum has started to wane.  

The Atlanta Fed’s GDP growth forecast for 

Q1 was at 10% a month ago and just last week 

they trimmed their estimate to 5.4%.  

Seriously, almost cut in half.  Imagine where 

we might be if we didn’t have so much 

stimulus plowing through the system.    

 

As for the housing data that came out last 

week, it wasn’t so much the moderation in 

activity that stood out to me, but rather my 

interpretation as to why the slowdown was 

occurring.  For starters, it’s because inventory 

levels (supply) are near three-decade lows 

with the months’ supply ratio for existing 

homes slipping below 2, but also because of 

the massive price bubble that’s being created.  

Median home prices are up 15.8% year-over-



The articles and opinions in "Capital Market Musings and Commentary" are for general information only, and not intended to provide specific investment advice. 

Performance, dividends and other figures have been obtained from sources believed reliable but have not been audited and cannot be guaranteed. Past 

performance does not ensure future results. Investing inherently contains risk including loss of principle. Corey Casilio is a founding partner of Casilio Leitch 

Investments, a legal business entity. Advisory services offered through Casilio Leitch Investments, a CA State registered investment advisor. 

 

year and are now rivaling the peak in late 

2005, but the biggest difference between then 

and now is that back then wage growth was 

running north of 5% versus 1% right now.  

Historically, home prices rise with wages, 

which puts into context the fact that the ratio 

of home prices to incomes has never before 

been this high.  How is someone with little to 

no wage growth supposed to be able to earn 

themselves into affording an asset that is 

appreciating at almost a 16% annual rate?  As 

former Fed governor Herb Stein said, “if 

something cannot go on forever, it will stop”, 

which seems apropos for what we are seeing 

in the housing market at the moment.  

 

What I am trying to get at and want readers to 

take away from this week’s missive is that the 

current expectations bar is set very high.  I 

don’t think that in and of itself is misplaced, 

but if Wall Street forecasts are looking for 
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GDP growth in 2021 to come in around 7 – 

8%, then it’s reasonable to surmise from an 

investment standpoint that a lot of good news 

is already reflected in the current price of just 

about anything.  Sure, we could surprise to the 

upside, and in that case, it would be justifiable 

for asset prices to move even higher.  But 

there is a lot of capital positioned within the 

capital markets at this time on this consensus 

view that everything is awesome.  It very well 

may come in that way, but the best risk/reward 

setup to position for such an outcome was 

anytime over the last 12 months, not today.  

This can also be said for the global liquidity 

backdrop and ultra-accommodative monetary 

policy on the part of the world’s central banks, 

where 90% of central banks are running 

‘loose’ policies (the highest rate in the last two 

decades).   
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One last point I think is worth making is on 

the earnings/profits front.  Last week, we got 

the final revision for Q4 2020 GDP and in the 

report, you get an update on the National 

Accounts profits data which declined 2.4% 

year-over-year.  Now it’s important to 

acknowledge that this is rearview mirror data 

and investors should be rightly focused on 

what lies ahead, but the fact that the stock 

market is up over 18% during a time period 
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where corporate profits contracted 2.4% says a 

lot about how much more investors are willing 

to pay for earnings.  The level of earnings at 

the end of 2020 is the same as it was in Q1 of 

2018, and since then the S&P 500 is up over 

40%.  Just another data point illustrating how 

much multiple expansion has taken place in 

the equity market relative to what has been 

little to no earnings growth.  Sure, investors 

could rightfully make the argument that 

earnings are expected to grow 25% this year 

and 15% next year, but then I’d respond that a 

stock market trading almost 20x 2022 

earnings is already discounting such good 

news.   

 

Nevertheless, my overall constructive view on 

risk assets hasn’t changed, but as I’ve been 

highlighting over the last six weeks or so, I do 

think returns going forward will be much 

more challenging.  Stay disciplined, stay 
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prudent, and remain diligent with how you 

allocate capital going forward.  On a personal 

note, my parents are coming to town for a visit 

over the Easter holiday.  First time I’ll see 

them in almost two years (as I suspect may be 

the case for many of you with your 

families/friends this year), and as a result I’m 

going to take a sabbatical on sending out a 

missive next week.  Have a great holiday to all 

those celebrating, and to all those who are not 

– have a great time as well.     

 

 

 

 

 

 
 
 

 
 
 
 
 
 

 
 

 


